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Depreciation and Retirement of Property
By William H. Bell
In The Accountants' Index there are three hundred and thirty
eight pages devoted to the bibliography of depreciation. It would
seem, therefore, that the subject has been fairly well covered in
the literature of accountancy, engineering and management. The
writer confesses at the outset that he has not read everything
listed on the subject, not even the complete list. It may be,
therefore, that the theory to be advanced in this article has found
expression before, but a fairly diligent search of recent literature
has failed to disclose it. So much by way of apology for an
utterance on what is generally regarded as a threadbare subject.
Perhaps it is not an exaggeration to say that it is a universally
accepted principle that when a unit of property is retired from
service its book value should be completely written off.
In
determining this book value, amounts credited to a reserve for
depreciation as appertaining to the particular unit of property are
deducted from the cost, which is carried in the asset account.
Any salvage value is, of course, also deducted. For illustration,
assume that a typewriter which is being retired cost $100, that it
has a salvage value of $20, and that it has been depreciated five
years at 10 per cent., a total of $50. The combined entries
recording the retirement would then be in effect as follows (the
precise form varying on account of differences in means of
recovering the salvage or exchange value):

Cash ........................................................................ $20.00
Reserve for depreciation of furniture
and fixtures...................................
50.00
Profit and loss...................................................
30.00
To furniture and fixtures...............

$100.00

The principle involved in the treatment outlined above is
correct in theory provided the rate at which the particular unit
of property is depreciated is as nearly correct as an estimate of
depreciation can be. In actual practice, however, in the compu
tation of depreciation particular units are seldom considered.
Nearly all business concerns classify depreciable property into not
more than three or four groups, such as buildings, machinery,
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furniture and fixtures, automobiles, etc. With varying degrees of
exactitude estimates are made of the useful life of property in
general classes and the aggregate cost of each class is depreciated
accordingly. As depreciation is at best an estimate, it is likely,
unless the recognized classes of property are unreasonably
inclusive, that such grouping for depreciation purposes affords
as nearly accurate results as it is usually practicable to obtain,
especially if attention is given periodically to the relation of the
accumulated reserves to the corresponding asset accounts. At
any rate, regardless of whether the practice is theoretically sound
or not, it exists and we must reckon with it.
The purpose of this article is to show that where an average
rate of depreciation is used, and the rate appears to be reasonable,
if a unit of property is retired, for ordinary causes, in advance
of the average estimated life of all the units in its class, the
entire cost of the unit retired (less any salvage) should be
charged to the reserve for depreciation, without any charge to
profit and loss for the amount not specifically reserved against it.
It is in order at this point to consider the nature and purpose
of a provision for depreciation. Is so-called depreciation set up
strictly as an estimate of the decline in value of the property up
to that time, or does it represent amortization of the cost of the
property, that is, a means of spreading the cost over the operations
of certain periods ? It seems to be a combination of the two. The
valuation feature cannot be ignored, but in view of the fact that
the net valuation intended to be expressed is the value to a going
concern, and can be no better than an estimate, the principle to
be followed in arriving at that valuation must, under ordinary
conditions, be that of equal apportionment of net cost (cost less
estimated salvage) over the years constituting the expected use
fulness of the property. Where depreciation rates are applied to
particular units of property or where group rates are based upon
detailed surveys of the component items of the groups, there should
be no considerable difference between the results obtained under
the two principles, but where average rates are adopted with
little regard to details, as is usually done, the results may be in
accord with the amortization theory but not with the valuation
theory.
The standard procedure which calls for writing off a net loss
when a unit of property is retired is based largely upon the
254
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valuation theory. The procedure recommended here is condi
tioned to some extent upon acceptance of the amortization theory.
For the purpose of demonstration let us take an office furni
ture and fixtures account, the initial charges to which are as
follows:

(1) Typewriting and calculating machines..........
(2) Rugs ....................................................................................
(3) Desks, chairs, and cabinets...................................

$2,000
1,000
3,000

Total........................ ,........................................................

$6,000

It is estimated that the life of these classes of equipment will
be: (1) three to four years, (2) ten years, (3) fifteen years. An
average depreciation rate of 10 per cent. is adopted, based upon
these estimates of time and the amounts involved.

Let us assume that the actual life of the equipment is as
follows:
Cost
Years
3
Machines............................. ........................ $1,500
500
5
$2,000
Rugs ...................................... ........................

$ 500
500

9
11

$1,000

Desks, etc........................... ........................

$2,000
1,000

14
15

$3,000
The following table illustrates the accounting for the depre
ciation and retirement of this equipment under the two methods—
the first writing off the deficiency in depreciation on equipment
retired within ten years, and the other allowing the loss to stand
as an apparent impairment of the reserve for depreciation. No
consideration has been given to salvage values, as their intro
duction would unnecessarily complicate the matter without
affecting the principles involved.
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Asset account
Dr.
Cr.
Year
1st .. .$6,000 ......
2nd ..
3rd .. .......... $1,500
4th ..
500
5th .. ..........
6th ..
7th ..
8th ..
500
9th .. ..........
10th ..
500
11th .. ..........
12th ..
13th ..
2,666
14th .. .........
1,000
15th .. ..........

Total $6,000 $6,000

Reserve

Dr.

$ 450
250

450
550

2,800
1,500

Standard method--------Profit and loss
account (adjustments)
Dr.
Cr.
Cr.
$ 600
600
$1,050
600
450
250
450
400
400
400
50
400
350
...... $ 50
350
300
300
......
800
300
500
100

Proposed
method
Reserve acc’t
Dr.
Cr.
...... $ 600
......
600
$1,500
600
......
......
450
450
...... 500
400
......
400
400
400
...... 500
......
350
500
350
300
......
300
2,000
300
1,000
100

$1,350 $1,350

$6,000 $6,000

$6,000 $6,000

It will be seen that the charges to profit and loss for depre
ciation each year, credited to the reserve, are the same under
both methods; but the effect of the adjustments at the time of
retirement is to charge to profit and loss an aggregate of $1,350
in the third, fifth and ninth years and credit the same amount in
the eleventh, fourteenth and fifteenth years. In the third year,
under the standard method, profit and loss is charged $1,650
instead of $600; and in the fifteenth year there is a net credit to
profit and loss of $400 instead of a charge of $100.
Of course, such radical fluctuations in charges for depre
ciation as these are seldom so obvious in actual practice, but the
only reason is that when units of property are retired they are
usually replaced by other units, which are depreciated at the
same rate, the process going on continuously, so that the effect
of the adjustments crediting profit and loss to rectify excessive
depreciation of some units is not so clearly revealed as it is in the
foregoing illustration, where only the original equipment is
considered.
If the account which has been discussed had been subdivided
for depreciation purposes, and the three classes of equipment
included had been treated separately, the depreciation rates would
have been about as follows: machines, 30 per cent.; rugs, 10
per cent.; desks, etc., 6 2/3 per cent. As these rates are as specific
as practicable, any differences between the cost and the provision
for depreciation should be written off at retirement, as is done
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under the standard method. Based upon these specific rates and
the foregoing schedule of retirements, the charges to profit and
loss to write off the entire cost would be as follows:
Machines:
1st to 3rd years (depreciation @ $600)....
3rd year (adjustment) ............................................
4th year (writing off entire balance, as it is
less than depreciation at established rate).

Rugs:
1st to 9th years (depreciation @ $100)...........
9th year (adjustment) ............................................
10th year (depreciation—entire balance) ..

Desks, etc.:
1st to 14th years (depreciation @ $200) ...
14th year (adjustment) ...........................................
15th year (depreciation) ........................................

$1,800
150

50

$2,000

900
50
50

1,000

$2,800
133
67

3,000

Total .................................................................................................. $6,000
The following shows the charges to profit and loss in the
several years at the above specific rates as compared with the
charges at the average rates employed under the proposed method
and the standard method exemplified in the foregoing, as well as
the net book value at the end of each year under each method:
Charges to profit and loss---At
At avers ge rates
specific
Proposed Standard
Year
rates
method
method
$ 600
1st . . .$ 900
$ 600
2nd . .. 900
600
600
3rd . .. 1,050
600
1,650
4th . .. 350
450
450
5th . .. 300
450
700
6th . .. 300
400
400
7th . .. 300
400
400
8th . .. 300
400
400
9th . .. 350
400
450
10th . .. 250
350
350
11th . .. 200
350
300
12th . .. 200
300
300
13th . .. 200
300
300
14th . .. 333
300
*500
15th . ..
67
100
*400
Total $6,000

$6,000

--------- Net book values
At
At avera ge rates
specific
Proposed Standard
rates
method
method
$5,100
$5,400
$5,400
4,200
4,800
4,800
3,150
4,200
3,150
2,800
3,750
2,700
2,500
3,300
2,000
2,200
2,900
1,600
1,900
2,500
1,200
1,600
2,100
800
1,250
1,700
350
1,000
1,350
Nil
800
1,000
*300
600
700
*600
400
400
*900
67
100
*400
Nil
Nil
Nil

$6,000

•Credit.

This tabulation proves very clearly that, viewed in the light
of both conceptions of depreciation—that is, from the stand
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points of amortization of the cost over a given period and valua
tion at a given time—the results to be obtained over the entire
period under the application of average rates of depreciation are
much more nearly accurate, as judged by the results of application
of specific rates, when no adjustment is made in respect to deficient
or excessive depreciation at the time of retirement of property.
The illustrations have been confined to cases in which depre
ciation is carried in reserve accounts, which is the generally
accepted modem practice. However, as reserves for depreciation
are merely bookkeeping expedients and should be regarded as
deductions from the asset accounts, there should be no essential
difference in the treatment of retirements whether the net book
value of a unit of property is carried in one account or two. If
provision for depreciation is credited directly to the asset account
at an average rate which is approximately accurate, failure to
relieve the account of the entire cost of retired units is offset by
excessive credits for depreciation of the remaining units.
It should be understood that this principle is intended to apply
only to retirements for ordinary causes. If a unit of property is
prematurely retired on account of casualty or obsolescence the
accounts should be adjusted in respect of the deficiency in depre
ciation; but if that unit, with others, has been depreciated at an
average rate, and the elimination of that unit will affect the rate
to be applied to the others, the reserve for depreciation should be
adjusted to give effect to the changed conditions as to the property
remaining as well as that retired.
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